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S/S 



January 27, 1983 



CONFIDENTIAL 

T °: The Secretary 



FROM: 

SUBJECT: 



EA - Paul Wolfowitz 

Your Meeting with Jia Shi, Vice Minister of 
Foreign Economic Relations and Trade 



'Si 



I. YOUR OBJECTIVES 



1. Comment briefly about global economy and stress value of 
Chinese involvement (Talking Points attached). 

n^J?r- e \. US : Chil ? a economic relations. Outline areas for 

°? ln trade, including services. Encourage diversification 
of prc exports (Talking Points attached). n 

3. Stress need for a secure environment for investors, 
including bilateral agreements and a Chinese patent law; 
e™r t y i^fn^nn teXti i e ^ iSSUe; * ddrGSS *igh technology and US 
Pofnts attuned?: ?*** ^^^ " SpeCt f ° r U ' S " laws <**™** 



4. 

ma 



5. 
P 



Raise problems of poor Chinese performance under our 
ritime agreement (Talking Points attached). 

. (Contingency) Respond to specific criticisms of US tradf 
ractices (Talking Points attached). 



II. SETTING 



,o£? Ministr Y °f Foreign Economic Relations and Trad 




old member of the foreign trade establishment. Before the 
■5 a ^f * ^ h ! ^? • X}- Minister of Foreign Trade. 



You should use your meeting with Finance Minister Wang Bingqian 
to emphasize the global economy and financial issues. wi?h 
Jia, you should focus on trade issues. 
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Before 1979, China's former Ministry of Foreign Trade 
rigidly controlled pricing, contracts, and access to 
enterprises by foreigners. By 1981, provinces and ministries, 
and even some factories, were allowed to deal directly with 
foreigners. This gave increased access for US business .to 
Chinese enterprises and led to increased competition between 
those enterprises, which benefited our businessmen. However, 
the increased competition threatened the powers of the 
Ministry; and the lack of central control exacerbated problems 
involving exports to the US in sensitive areas because local 
trading corporations shipped without restraint. In 1982, MFERT 
began to take back some control. This has the beneficial 
effect of better regulating supplies and ensuring adherence to 
agreements. Yet it also had the negative effects of 
reinserting the central government into negotiations, limiting 
access to producers, and raising some prices. 

Jia can be expected to criticize the trade imbalance and 
U.S. import and export restrictions. The breakdown of the 
textile negotiations this month will make the discussion of 
U.S. protectionism all the stronger. Our Embassy will have 
recently responded to Jia about a list of 30 problem export 
license cases and he may have a further list or more 
questions. He should be interested in trade prospects and 
areas for industrial cooperation. 

III. PARTICIPANTS 

.OS CHINESE 

The Secretary Jia Shi, Vice-Minister 

Ambassador Hummel Li Shude, Chief of American 

EA - Paul Wolfowitz Section 

PA - John Hughes 

PM - Jonathan Howe 

S - Raymond Seitz 

NSC - Gaston Sigur 

EA - Thomas Shoesmith 

DOD - Richard Armitage 

Embassy, DCM Charles Freeman 

EA/C - William F. Rope 

Economic Counselor David Brown 

Commercial Counselor Mel Searls 

Two Embassy language officer notetakers 

Vivian Chang (Interpreter) 

IV. Press Arrangements 

Photo opportunity at beginning of meeting 
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Cleared: PM:RDavie EB-RrrO* *^\ r f 

bb/Tex:HHenderson {sub^V , * * 



EA:TPShoesiyth 
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V. OBJECTIVES 



Comment briefly about global economic problems and value of 
Chinese involvement . ~~ ~~ — ' " 

Jia may not be well prepared to discuss the global economy, 
but it would be useful to begin with a brief exposition of the 
current global economic situation. 

— World going through difficult time of transition from 
high inflation to stable growth — difficult because involves 
retrenchment in West, which has been motor of global economy. 

— Under current conditions, world trade declining. Many 
countries taking steps to protect markets. We trying hard to 
resist trend, though we too have had to make some adjustments. 

— We have stressed putting own house in order, because 
believe will enable us, in long term, to make sustainable 
contribution to wcrld growth. President has taken steps to 
encourage savings/investment, lower inflation, lower interest 
rates, and achieve economic stability. 

— We also working with other developed nations to 
strengthen international trading system, through GATT in 
particular, and to take steps stabilize debt situation of many 
developing nations through stronger IMF. 

— China playing constructive role in multilateral 
financial organizations. Welcome this. Responsible Chinese 
participation in world economy not only helps your own economy 
but contributes to durability of institutions. 

— You have been an observer in GATT. Would be interested 
in your thoughts about membership. 
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Peview PS-China economic relations. Outline areas for 
growth, including services. Encourage diversification of PRC 
exports . 

1980 1981 1982 (est. J . 

US Exports $3.7 billion $3.6 billion $3 billion 

US Imports 41.1 billion $1.9 billion $2.3 billion 

US Surplus $2.6 billion $1.7 billion . $700 million 

US-China trade grew from virtually nothing to $5.5 billion 
in the first decade of US-China rapprochement (Chinese figures 
differ dramatically from ours). We have consistently recorded 
large merchandise surpluses, although, as shown in the figures 
above, the surplus is declining. In invisibles, the Chinese 
are ahead. Our Embassy estimates that in 1981 we had a $500 
million deficit in invisible trade with the Chinese — largely a 
result of remittances, tourism, and shipping. 

In the decade ahead, agricultural products will continue to 
be a large component of our exports, out we will move into 
China's oil sector. Other major energy and mining projects, 
transfer of industrial know-how and continued sales of high 
technology will boost our exports. On the import side, we will 
continue to buy. a wide variety of light industrial goods, plus 
petroleum based products; but Chinese exports of raw materials, 
chemicals, and machinery will grow. We need to encourage 
diversification, managed in a way that avoids market disruption. 

— Expansion in our trade remarkable. You now our 14th 
largest trading partner, we your third largest. Former 
President Nixon and General Secretary Hu Yaobang have proposed 
shoot for level of trade of $50 billion or more by end of 

century. 

— US will continue as reliable supplier of agricultural 
products, especially grain, to China. Can also provide timber 
and paper products for Chinese industry. 

— Look forward to offshore oil and energy cooperation. 
U.S. firms can provide drilling/raining equipment; technical 
services; financial backing; transportation and construction 
equipment; know-how and managerial expertise for large 
infrastructure projects. 

— American manufacturing equipment can help modernize 
factories. U.S. firms can contribute feasibility studies, 
management consulting, banking services to help use potential 
effectively. 
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-- We greatly benefit from wide range Chinese aood* 

^ra^aW^n- HaVe im P°^ Chinese baSxite^or 
strategic stockpiles, Chinese components for OS products such 
^i^ ane V n ? " ilroad engines. Chinese expor f f f-aw 

world? ^^™£ ha°v1 I^Z^*^^ 
d?mcuU? e s. 1InPOrtE ln Cert8in SeCtors a «««ed by economic 





— Indeed, 

ca^l^ri*!!* 1 **" "'"^ fll J c . au ^ uace mectianisms to ensure suet 
cases decided fairly according to objective criteria. 

m * r vl7 Iin P<? r tant work broaden understanding of respective 
Teali *ZZ nditlon f- » a * wish to exchange delegations to discu* 
legal environments in China and U.S. or to plan marketing 
studies that would help increase trade in steady manner Thes 

llLTil*?* th ^ C0Uld be «Pl^ed further duringJotnt 
Economic Commission on Commerce and Trade meeting Minister Che 
will chair with Secretary Baldrige in May. Minister Che 

^nw~Jn!?*f;K Capital markets also open to China. Export-Import 
? e t °^ government programs able to finance some P 
Inll^ll \ ? deed our willingness to make good on Mondale's 197 
f?ve v^r« ° make ava * lable $ 2 Million Eximbank credit over 
five years remains unchanged? but, bulk China's foreign 

s^dv C inH llll C ° rae 5 r 2? P rivate markets. We encourage you 
rf^rLo^ make l?? e of financ ^l markets. Interest rates have 

f!nr^ c ^r^iiy p : ojects with soiid - tes ° f «*»» ■*»« 
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Briefly addr ess textiles issue; stress need for a sec ure 
environment for investors, inc l uding bilateral agreements " a ~rl a 

Chinese patent la wi address high technology and OS export- 

licensing; seek Chinese respect for U.S. laws" 

We have prepared a separate nemo on the textiles issues. 
The talking points are repeated here. 

US investment in China comes to about $300 million. 
Opportunities for a substantial increase are present; but 
bureaucratic red-tape, legal ambiguities, and other factors 
have kept US investment from reaching its potential. 

Textiles 

— Would like reiterate our sincere desire continue 
addressing textile trade problem through mutually acceptable 
agreement. Despite no agreement to date, we remain optimistic 
that a solution is attainable. 

-- Naturally, like you, we disappointed that five months of 
negotiations failed produce new agreement. Want to reassure we 
do want agreement. 

— (If appropriate) We regret recent Chinese decision to 
limit purchases of cotton, chemical fiber, and soybeans. These 
restrictions undermine the spirit of constructive cooperation 
embodied m the trade agreement. We strongly believe that such 
retaliatory trade actions do not contribute to an atmosphere 
conducive to a mutually satisfactory settlement. 

~ I wish stress our ability to be forthcoming is limited 
by difficult domestic conditions. U.S. textile and apparel 
industries hard hit. 

— Although U.S. domestic textile production has been 
declining in recent years, textile imports from China have 
grown 40% in 19B0, 73% in 1981 and 19% in 1982. With such 
tremendous growth in recent years, you have now become our 
fourth largest supplier. By end this decade, you likely become 
our number one supplier. 

— These are very difficult problems involving both 
domestic considerations of jobs and recovery and international 
questions such as obligations to other suppliers. Must devote 
efforts to solving them and building stable long-term 
relationship where such issues are handled more routinely. 
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— I would like to assure you that we are prepared to 
resume negotiations at a mutually convenient date. 

Investment Climate 

— We recognize and appreciate improvement in operating 
conditions for D.S. firms in China. But hope you continue 
devote great attention and efforts, further improvements in 
these areas. 

— Investors also need know assets and proprietary 
information protected. Comprehensive Chinese patent law needed 
to provide protection. 

— Our countries will begin negotiating bilateral 
investment treaty second quarter this year. Conclusion is 
important element to create proper environment for investment. 

— Discussion of investments often. long and drawn out 
process. Time and effort spent by one firm on unproductive 
projects can frighten off others who interested. Need your help 
to streamline. 

Technology Transfer 

— As our relationship has developed, there has been a 
steady expansion in trade of equipment and processes embodying 
dual-use technology. 

— Technology transfer also occurs through many other 
means: students, scholars, and trainees exchange ideas; 
management training; feasibility studies; etc. These all part 
of broad process of technology transfer which has begun between 
our two countries. 

— Many firms have expended much effort to inform Chinese 
end-users about products. In many cases, efforts not 
reciprocated, often no contracts have resulted. 

— Successful cooperation will depend on efforts of both 
sides to make good use of what already available. Bulk of 
equipment and know-how useful for development is available to 
China without restrictions. 

— Must note that we apply some restrictions on technology 
transfer in areas required for legitimate reasons of national 
security. 

— Restrictions apply only highest range of technology, and 
only technologies with direct and significant military 

applications. 
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— Secretary Haig, during his visit in 1981, informed you 
of President Reagan's decision to "significantly liberalize" 
licensing. Have done so. 

— Since 1979, license approvals up by 300%. Last year 
over 1700 export licenses approved for China. Great deal of 
what approved is state-of-the-art. 

— Can provide you with numbers/citations which show 
increase. But should look beyond numbers, focus on what both 
can do to improve technical cooperation between our countries. 

— Must speak frankly on one important point. Our export 
licensing laws must be respected. We receiving reports that 
Chinese entities are acquiring advanced equipment without 
proper licensing and that equipment sold to one end-user 
sometimes diverted elsewhere. 

— These activities make more difficult for us to move 
forward with new initiatives in this area and undermine 
atmosphere of trust we attempting to build. 
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Raise prob lems of poor Chinese performance under our 
maritime agreement. "~ : 

The 1980 US-PRC Maritime Agreement will expire this 
September and we anticipate difficulties in negotiating. a 
successor. The heart of the 19B0 Agreement provides a 
trade-off between expanded port access for the Chinese 
(although under restrictions which only apply to communist 
vessels) in exchange for a guaranteed one-third cargo share for 
the US. OS ships carried only 14% of the liner cargo in the 
first half of 1982, and an insignificant portion of the bulk 
cargo. 

Chinese cargo allocation is controlled by the Ministry of 
Communications and by MFERT. It is within their power to 
provide us the one-third share. We expect the Chinese to seek 
further liberalization of port entry and regulatory 
requirements in renewal negotiations, but we will not give it 
if they do not meet their commitments. We have invited a 
Chinese delegation to Washington in March for further talks. 

— Implementation of maritime agreement not satisfactory. 
Your ministries control allocation of cargoes; so long as they 
do, this will be governmental, not purely economic, problem. 

— Also delays and unusual fees associated with shipping 
from China have already raised costs of Chinese goods to our 
importers above those incurred in other countries. 

— These problems aggravate basic difficulty of cargo 
allocation. Maritime Agreement provides one-third cargo share 
for US vessels. This goal not been met. 

— Understand desire easier port access in United States. 
However, difficult* for US side to offer increased access unless 
provisions of present agreement fully implemented. 
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.(Contingency) Respond to spe cific criticisms of us n m ^y 
VJorld Bank Oil Projects 

nrn ^t ?S vc *« d against World Bank loans for the Daqintf oil 
hf?? J!! a W °5 ld Bank Metl "9 °n January 25 because Se 
n2«M« % Pr ° JeCtS C ° Uld find c °"»«"ial financing. The 
negative vote was consistent with our votes against similar 

Coa^^H^S India ' and abstentions on projec^iS the^vcly 
sSpport n those U ioan^ DS W " th « on * C <~ Which ^ »«** 

n rw^ W f- beIi f e fUnds for mult il=teral banks best used where 
?n «k^- ina " Cl ? 9 n0t available - China in excellent position 
to obtain private financing for oil development. 

an , I" " S cast sira jlar votes on projects in India, Ivory Coast, 
and Peru. Have not singled out China. ' 

Host Favored Nation Treatment 

fnr The Chinese cite the most favored nation principle not only 

fM D n^ 0mS H Pr ^ edUreS and taxes ' but also w hen speaking of 
shipping and other matters. 




ch 



„. . , covered by agreements based on different 

principles, is normal international practice. 1 " erenc 

General System of Preferences 

nm^r m U K der ° Ur laW ' China not le 9 a HY eligible for GSP 
program because not member of GATT. In line with policies 

ZlTrTJ t0 , ^V*. Secretary Haig to remove China from 
discriminatory legislation, another provision about world 
communist movement does not apply to China. 

Sensitive US Industries and Dnfair Trade Act 



ions 



ma 
may 



China's non-market economy makes it an inviting target for 
^ d isruption, anti-dumping, or sub sidy Petitions, zheng 
y ask what exports are likely targets. 

-- China has taken steps to protect some domestic 
measures? 3 "^ tariffs ' local Preference requirements, 



other 



_ — Several industries in U.S. currently feel threatened by 
Chinese imports. Growing reports of action which our 
industries might initiate against imports of manhole covers 

?„s..j?? lls ' 3ewe ^Wpp A^finffr footwear and tun g sten 



products. 
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^~*~ ^ If Z can assure these 
products producers— that 
high levels of exports d 
choose not to file forma 
restrictions. 

Hukuang Railway Bonds 




by the Imperial government in lin 'cm™ "I on bonds issued 
court, arguing that it „ as tMuni to Si 5 r ? f "? ed t0 *PP<>ar in 
courts and that it was not l™blt for ?£„ 3u E, 1 ? dlc r ion ° f °S 
imperial government. A negotiated solnM obll 9 atl °ns of the 
to the Chinese, could be based «nV?- 10n ' rece ntly suggested 
bondholders. ased on Principles of equity for the 

rela;ronreSnd eX Kesti^°ofT ?? " iSe as trad * 
financed conStJScMo^f 'SSuSSg^Si^ f0r b ° ndS that 




Legisla tive Initiatives 

«.in«e; n I„ h ^ h *j? 1 ^ i ? h f ^ e "W. secretary Haig informed the 

legislative change ?o laVwhich Jumoe^rH^ ": S - W0U " s *<* 
bloc and which were not consistent with hl " a With the Soviet 
relationship. Subsequent?^ we ?dent if i tf2 r , Pr ? B ? nt st «tegic 
inhibiting relations U i J nu!! identified legislation 
Congress Urging thS elimination of^,?^ 1 " 613 P"P«als to 
not seek to amend laws wj££? „? S ^ h restrictions (we did 
economic basis? e.g? g SP ? P lng °" China if thev ^ « 



appr^riatfaction'trend'pa^^iicr 31 ? S , ated °- S ' w ° uld ««k 
to earlier association with lovfet bloc" 3 ' 1 ^ ?? ainSt China *™ 
inconsistent with present s^^glc'relationship?* *' 

restriction ^L^fo^&i"? 1 " " &?* and ™™^ 
President just recentlv ! In" C ?/° r Cluna - In addition, . 

U f tingprohibi t ioron y importat{oror C hln;se 9 ^i s ^^? lati0n 
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authorization bill: received fsinr.J. l~ i*. " fore i9n aid 
Foreign Relations ,K Foreign IffSr. &S»«E. in Senat * 

in o^ofnS ti0n P8SSe ?' we intend to al l° w China to plrticipate' 
in ongoing, cooperative programs (e.g. agricultural research 
SST programs), under current funding levels? on same basis « 

^og^irSLlV^I?^" ^-Irairand^eKnt " 
und°lr a Ss-CntSa ^fopo^Proroco^'^ 1 '' "**«» ° f ***'"* 
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